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0 F the many alphabetically desig
nated institutions created to 

meet and solve the international 
problems of the post-war world, the 
GATT Is perhaps the least specta
cular, though certainly not the least 
important. Indeed the GATT is not, 
as its full name itself suggests 
(General Agreement on Tariffs and 
Trade), an institution at all . There 
is as yet no organisation to enforce 
a rule of conduct; no paraphernalia 
of executives, directors, alternates 
and all that. The Organisation for 
Trade Cooperation, agreement on 
which was reached in 1955, is yet 
to be established and the latest 
Report, of GATT laments the lack 
of such an authority, particularly 
when questions of great importance 
and far reaching consequence are 
being debated and are likely to be 
settled during the current year. 

Record Trade 
The Report is not all laments, 

however. Trends in trade observed 
in recent yeas, and particularly 
during 1950, do not justify any 
pessimism in the future of world 
trade. "'During 1956", says the Re
port, "both the value and volume 
of international trade again estab
lished a record level". In 1956 the 
value of world trade reached 92.64 
thousand million dollars as com
pared to 83.33 thousand million dol
lars in 1955 an increase of 11 per 
cent. It is a long way from 1950 
when the value of world trade was 
estimated at 56.86 thousand mil l ion 
dollars. A. small rise in the "general 
price level between 1955 and 1956, 
however, puts the rise in volume of 
production between the two years 
at 9.5 per cent a rate not different 
from that of previous years. The 
year 1956 was however significant 
in one respect. It registered an i n 
crease in trade at more than twice 
the rate of increase in the world 
industrial production whereas in 
previous years these two rates kept 
pace wi th each other. This rela
tive decline in industrial production 
may slacken future expansion of 
world trade. 

The GATT Report confirms that 
the trend towards a relative decline 
in trade between industrial and non-
industrial areas continued in 1956, 

and this decline in 1956 was entirely 
accounted for by a further relative 
decline in the exports from non-
industrial areas. On the other hand. 
trade among the countries of in
dustrial areas has tended to in
crease. The exports of the industrial 
countries rose much faster than 
those of the non-industrial count
ries, although whatever was the in 
crease of exports of non-Industrial 
areas their exports to industrial 
areas rose somewhat faster than 
to each other. 

As can be seen from the table 
below, the snare of non-industrial 
areas (as per cent of total) declined 
during the year under review. This 
decline was clue entirely to the de
cline in their exports; their imports 
from industrial areas, in fact, re
mained constant at. 25.2 per cent. 
On further analysis it w i l l be found, 
as the IMF Report has already 
pointed out. that the industrial areas 
are importing less of primary pro
ducts from non-Industrial areas. 

Three. Angles 
The pattern of world trade that 

is emerging can be analysed from 
three angles. First, the non-Indus
tr ial areas are not completely non-
industrial and therefore we should 
sec how the degree of Industrialisa
tion has affected their export capa
city. Secondly the import require
ments of industrial areas from non-
industrial ones must be assessed. 
Thirdly, the greater liberalisation 
and increase of trade among the 
industrialised areas themselves have 
to be taken into account. 

The GATT Report brings out the 
fact "that a large part of the de

cline since 1938 in the share of 
wor ld exports that flows from the 
non-industrial to industrial areas is 
accounted for by the eight 'semi-
industrialised' countries", (p 11) 
Theoretically it need not have been 
so. For one of the strongest argu
ments in support of the industriali
sation of backward areas is that 
such industrialisation would In
crease the volume of world trade 
though it might change its pattern. 

Explanation of this tendency has, 
therefore, to be sought elsewhere. 
First , there has been the fact of 
increased agricultural production 

.subsidised of otherwise In industrial 
countries themselves. Secondly, the 
exportable supplies of primary pro
ducts of semi-industrial countries 
have not shown appreciable Increase 

the supplies were not sufficient to 
meet both domestic and export 
requirements. 

Discussing the long-term prospects 
of trade between industrial and 
non-industrial areas, the Report 
returns to the theme- "that further 
rapid growth of agricultual produc
tion in the industrial areas would 
inevitably lead to a radical fa l l in 
the volume of world trade in rela
tion to the volume of world pro
duct ion. . . ." (p 35.) Naturally 
those countries which depend upon 
the exports of agricultural com
modities likely to be produced in 
industrial areas w i l l be severely hit 

-their capacity to import and carry 
out programmes of Industrialisation 
wil l be reduced. 

Analysing quite massive data of 
different countries and commodities, 
the Report points out that "the 
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long-term prospects for exports of 
raw materials and fuels from the 
non-industrial areas are on the 
whole, favourable. The analysis of 
future markets for food has brought 
out that for the tropical beverages 
and fruits the outlook is also pro
mising. However, in respect of 
other foodstuffs, the market deve
lopments of the future are quite 
uncertain, depending entirely upon 
the rate of growth of agricultural 
production in industrial countries". 
(P 34.) 

Intra-European Trade 
I f , as has already been noted, the 

exports of non-industrial to indus
t r i a l areas have shown a decline, a 
corresponding increase must have 
taken place in the imports of indus
t r ia l areas from one another. A short 
study of OEEC countries' trade 
shows that imports of these countries 
from among themselves increased 
from 7.85 thousand million dollars 
in 1948 to 19.18 thousand mill ion 
dollars in 1950 whereas imports 
from other areas increased from 
16.99 to 23.50 thousand million 
dollars during the same period. The 
findings of the. GATT Report, when 
applied to individual commodities, 
are not conclusive and the Report 
itself admits that the difficulties in 
the way of accurate forecasts 
about the consequences of the pro
posed Free Trade Area are very 
great. 

Trade Policies 
The year 1956 continued to show 

recent years trends m matters of 
commercial policy. Noting that 
tariffs were generally stable and 
reductions and suspensions of duties 
were more numerous and important, 
the Report points out "an increas
ing tendency for Governments to use 
their import tariffs as instruments 
of short-term economic policy". 
West Germany, for instance, reduced 
most tariff rates w i t h effect from 
1st July 1956 w i t h a view to, firstly, 
avoiding an increase in the cost of 
l iving, and secondly, at taining 
balance between exports and i m 
ports. It is not easy to see how 
such reduction of duties wi l l neces
sarily and appreciably reduce the 
cost of imported goods. A unit of 
commodity costing say Rs 100 is 
paying a duty of Rs 20. If a 
reduction of duty is made to the 
extent of 25 per cent (maximum 
reduction allowed by West Germany) 
that unit of commodity w i l l cost 
Rs 115, instead of Rs 120- a reduc
tion in price of only 4 per cent. On 
the other hand, even such a small 

reduction may or may not be reflect
ed in domestic prices of imported 
items depending upon the elastici
ties of demand and supply. From 
this view-point steps taken by 
Ceylon, Chile, France etc, appeared 
more rational. 

There were, of course, other con
ditions under which tariff rates 
have been reduced—bilateral and 
multi-lateral negotiations, necessity 
of assisting domestic industry by 
making necessary materials availa-
ble the interest of public health etc. 

The Reports of GATT and of I M F 
are in several ways complementary. 
They both corroborate the fact that 
in recent years there has been a 
progressive improvement in the 

' international payments situation. 
The gold and dollar reserves of 
countries outside the United States, 
continued to increase, though not 
at the same rate. These gains of 
international liquidity were, how
ever, concentrated in the industrial 
regions. As a result, the hon-
industrial areas laced balance of 
payments difficulties and could not 
therefore go ahead rapidly with 
dismantling of quantitative controls. 

Countries of the industrial region, 
on the other hand, could afford 
larger liberalisation of trade. 
Moreover, the early postwar reluct
ance to use measures other than 
trade restrictions to correct im
balance in the payments situation 
has subsided, and in 1956, as both 
the I M F and GATT report, these 
countries, when laced w i t h problems 
of external payments, relied to an 
increasing degree on internal 
measures. 

Regional Formulae 
Efforts are being made, at levels 

other than that of GATT, towards 
achieving greater degree of liberal
isation of trade. M u l t i l a t e r a l 
trade, of course, is a global question. 
That has not precluded some areas 
from attempting regional solutions. 
One should normally rejoice over 
the gradual disappearance of eco
nomic nationalism on the conti
nent of Europe which is a large 
international market. In 1955, the 
Benelux countries, and France, 
I t a ly and West Germany called 
Messina Powers after the name of 
the place where they met decided 
to establish a European Economic 
Community--an economic and cus
toms union and a Treaty establish
ing it has since been signed. Sub
sequently, the idea of an European 
Free Trade Area has been mooted 

and debated. The Free Trade Area, 
when established, is to include most 
of Western Europe including the 
six countries of the Customs Union. 

The Union, as well as the Area, 
can be used or abused. It is argua
ble that a customs union abolishes 
trade barriers among some, at least, 
of the countries, thus creating a 
larger market which is healthy for 
the economies concerned. It is to 
that extent a step towards the 
laudable objective of liberal trade. 
For. after all multilateral trade 
system can be established by gradual 
elimination of the barriers. The 
argument, however, can be easily 
inverted. What w i l l the height of 
the tariff wall of the Union he as 
against the rest of the world? In 
the specific case under discussion, if 
it is raised to the height of French 
tariffs, it may mean a positive 
disservice to the ideal of multi lateral 
trade. A believer in Free Trade 
like Dr Erhard has, therefore, 
every reason to be concerned wi th 
this question. 

A Challenge 
A Free Trade Area super-imposed 

on the Customs Union wil l have con
sequences of much greater magni
tude and they wi l l concern us 
generally, and if Britain partici
pates, particularly. The ramifica
tions of the proposed regional 
arrangements wil l be far and wide 
and particularly more so, as far as 
we arc concerned, if the overseas 
territories of the Union countries 
arc associated. It is difficult to 
foresee their long-term consequences 
and the GATT Ministerial Con
ference rightly decided to study the 
whole question. The problems 
raised by this movement for region
al integration are a great challenge 
to the system of trade cooperation 
being evolved under the auspices of 
GATT and on the way they will be 
met and solved perhaps depends the 
future of international trade coopera
tion. 

— J R A 
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